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SMOKING AND HEALTH IN THE USA AND CANADA 
REPORT NO. 4 1991 


I. USA 

1. INDUSTR Y 

Jack Maxwell reports to me that RJR has not released full statistical 
information for 3rd Qtr. Hence the 3Q Industry commentary (Appendix 1) is not 
complete and the normal Preliminary Year End reoort will not be published this year. 
The 3Q report will be revised and the 1991 Year End Report will be published in 
February 1992. I will report on this in report No. 1, 1992. 

Tne deciine of sales for the nine months of 1991 is 2.4%, which figure may be 
2.5 - 3.0% for the wnole of 1991. It looks as if PM will increase brand share for 
1991 with an equivalent drop for RJR. Share changes for the other four manufacturers 
will be minimal. 


The market snare increase by P.M. has been achieved mainiy as a result of growth 
in its price/vaiue brands particularly Bristol and Bucks. It is interesting that 
these brands have gone up more markedly than Maxwell predicted in 1990. They stand at 
23.3% of the market and of this figure PM has 29.5%, RJR 20.4%, B & W 20*5% and 
American Brands and Liggett 10.6/10.7% respectively. 

Verner Grise in his "Outlook for Tobacco" U.S.D.A. review on December 4 
(Appendix 2) states that "the overall outlook remains bright for the next year or 
two". U.S. cigarette production will likely exceed 700 b. units for the second 
consecutive year. While exports increase, domestic consumption will fall. Overall 
the industry finished the first nine months of 1991 with a surplus of $3.6 billion 
due of products and unmanufactured leaf exports less imports), down 1.1.% compared 
with 1990. ( TMA Executive Summary December 5 (S». 

T.M.A. reviewed the tobacco industry for the first two quarters of 1991 together 
with legislation in Issues Monitor of October 1991 (S). 

Third Quarter Reports 

PM 3Q earnings rose 20.6% buoyed by a strong performance in its US and 
international tobacco operations and the sound performance of its food products. The 
US cigarette resuits came despite smokers increasingly lbgp defecting from mainstay to 
discount brands. Unit sales in 3Q of full priced brands declined 3.9% while saies of 
price—vaiue brands increased 34%. In August it guietly began a restructuring of its 
massive tobacco saies force, cutting out a layer of management. It is stated that 
"they are trying to reduce overhead because of the changing product mix - margins are 
getting hurt - the domestic business is not as profitable as it used to be" ( WSJ 
October 17 (S)). Despite ail this, PM is noted as number 6 of the world's largest 
public companies is 1991 ( WSJ September 23rd). 

PM renegotiated a $15 billion credit line, renewing speculation that a further 
acquisition was forthcoming. Cadbury-Schweppes and Allied Lyons have been mentioned. 
( WSJ September 11) 
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RJR Nabisco reported a 3Q net income of $123 m compared with an S86 m loss 
in 1990. Both tobacco and food sales rose, together with international sales of 
cigarettes. These came despite recessionary influences in the market place. (iV.Y. 

Times October 24). 

Debt has been reduced from the original figure of $25 b in 1909 to $16.7 b. 

To reduce this debt load further, RJR Nabisco holdings offered preferred eouity 
redemption cumulative shares (Peres) carrying a dividend of 8.247%, which brought in 
$2.03 b ( WSJ November 1). These shares to date have decreased in value. They also 
propose to retire about $3 b in 11.5% preferred stock by offering holders of 274 
million shares of common stock in return. Nevertheless they are aware that they need 
to increase spending to insure maintenance of share of US cigarette market. They made 
"n error early in 1991 by a slow introduction of price-value brands. 

Two business professors at UNC Chapel Hill quantified the effect of the RJR 
buyout on North Carolina. While 2200 people lost their jobs, N.C. shareholders 
enjoyed financial windfalls, which in turn paid $617 m in capital gains taxes to the 
state and federal coffers. Overall it was felt that the buyout had comparatively 
little economic impact on N.C. but woke the town of Winston-Salem up to the need to 
attract other industries instead of depending on RJR. (N & 0 October 3rd) 

American Brands 3Q tobacco results were up fi spearheaded by their price-value 
brands. Donald S. Johnston has taken over as President (N.Y. Times October 31) U.S. 
Tobacco continues its strong gains as moist smokeless tobacco products continued their 
steady increase. 

7 Andrew Tisch, CEO Lorillard, in one of Ms first executive decisions, discontined 

the company's public relations function. He stated that cigarette companies 
increasingly take the heat fron government and anti-smoking groups about how it 
markets its product and to whom. Therefore it is better to go about your business 
^ without the glare of publicity (US Distribution Journa l September 1991), WMle 
7 rillard continues to have a steady market share, Tisch does not feel that 
J Emphasizing price-vaiue brands helps very effectively, since the wholesale price 
j difference has closed substantially (32% five years ago, 14% today) and profitability 
t is reduced. 

It is perhaps interesting that share values of tobacco manufacturers and leaf 
dealers, except RJR Nabisco, made tremendous gains during 2nd and 3rd Qtrs. Tney have 
puiled back slightly during the past month or so. Whether this is in anticipation of 
the Supreme Court decision, is unknown. Many analysts, however, do not believe that 
even a negative decision will have a major impact in terms of earnings ( Investor's 
Business Daily October 28 (S))i 

Brands 


There was an excellent review, "PM Strategies for the 90*s" in Tobacco Reporter 
September 1991 showing that they have introduced brands in the strongest and mildest 
product segments, where they had noj^insignificant entries. They have also extended 
the Marlboro family line with Marlboro Medium. Tney have enlarged their price vaiue 
with "Bucks", joining "Cambridge, Alpine, and Bristol". Though they have continued 
Next DeNic, Merit DeNic, and B & H DeNic in test markets, my PM informant does not 
feel that they are near national introduction. 

C -vn’/ i n ' *- \ f ]n — r 5 '(*(?’ 'i^ i‘t’* - '' He 7T3 ' *— i w f,r\" 
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"Winston" and highly advertised. This wrap holds cigarette moisture 10 times better 
and as an air barrier performs 1000 times better than the industry's conventional 
clear polypropylene overwrap. Many nave described it as a "gimmick". ( TJI 5/91) 

RJ5 patent 3.060,666. PM patent 5,060,671, B & W 5,060,667 portend a new attempt 
to seil smoke free cigarettes (N.Y. Times November 2 (S)). They mimic the sensation 
of smoking without actually burning tobacco. Judging by remarks of my contacts, I do 
not beiieve tnat there will be an early attempt to piace such cigarettes on the 
market. Indeed, the FDA threatened lawsuits with RJR "Premier", particularly as a 
"safer" cigarettes. It is felt that these patents, which are somewhat simiiiar, have 
been requested in order for each company to have a market position, should such 
eventuality occur. However, the possibility of lawsuits overshadows such 
1 "troauctions. 

There was an interesting article on cut tobacco in Tobacco Reports / September 
1991. Such tobacco worldwide seems to be on the decrease. The U.K. rated very low 
in domestic consumption compared with many countries. B & W have introduced new 
packaging for "Kite" mentholated cigarette tobacco as a means to generate improved 
sales. 


Pinkerton introduced a "Fresh^-Trak" moisture-lock seal on its "Sed Man Golden 
Blend" chewing tobaccos (samoies sent to ITL). (U.S. Distribution Journeu November 
1991). ’ 

Advertisin g 

Advertising expenditures by 100 leading National Advertisers was down in 1990. 

PM, the second Largest advertiser with $2.21 b cut spending on tobacco bv 11.6% over 
1989. It represented, however, 20% of the company's" total. RJR were 13th at $636 m 
and Loews 56 at 186 m. ( Ad Age September 25) 

For the first half of 1991, P M reduced magazine advertising by 20.1%, RJR 
Nabisco by 5.9%, American Brands 24.4%. The magazine industry is not hoping for much 
upturn by any company in 1992 ( Ad Age September 25th). On the other nand, outdoor 
advertising for the same period has been increased by RJR 14%, Loews 34%, BAT 
Industries 129% American Brands 15%; P M decreased 7%. Emphasis of course, is on 
brands. Of the top 25 brand names, 17 are cigarettes. 

The best review on current advertising was in Business Week September 23, sent 
with S & K Report No 3, but not discussed by me. It is obvious that the comDaries 
are reviewing^ their ad budgets and it is likely that there will be a major change in 
direction. kJk's V.P, Marketing states that with new cigarette brands proliferating 
tne war is in the store", that is, in-store displays, posters, promotional programmes 
at point of sale. ( N.Y. Times , October 30). Tnis is confirmed in the Bus i ness Week 
article. Furthermore, with increased computerised market research on customers, 
general advertising will give way to directional advertising. 

The Association of National Advertisers hopes that the U;S. Suoreme Court will 
use the controversial Cipollone appeal to assert the need for a single national 
policeman for national advertising. Tne ANA filed a brief to that effect, underlining 
the need for a single set of rules for a nationally advertised product. ( Ad Age 
October 14) 
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is using a "Kooi Penguin" symbol. Tne latter is somewhat similar to the very 
successful Old Joe RJR "Camel" advertisements. The aim is to revitalize a brand image 
but could be "hazardous to the health of one of the agencies", whoever is not 
successful! ( Ad Age October 14th). Is this the way to select your ad agency? RJR 
abruptly changed the "Camel" agency recently after the successful Joe Camel campaign 
(WSJ October 14). 

P M are trying another approach, "Tne Mystery Taste Challenge". Smokers are 
urged to send in a coupon for two free packs of an unnamed cigarette in the ad, noting 
"we suspect you'll prefer this leading light cigarette to any other brand - prove it 
to yourself." Is it Merit? ( Ad Age September 23 (S)). P M are not too pleased with 
a new movie "Harley Davidson & the Marlboro Man” ( Ad Age August 26). 

After not advertising its full price brands for 20 years Liggett Group are 
planning an aggressive marketing program to revive Lark, Chesterfield & L & M brands 
in 1992. Emphasis will still be placed on older smokers ( Ad Age October 28). 

The FTC banned Pinkerton from displaying its brand name logo, colour or 
design during televised events. At issue was the sponsorship of "Red Man" Chewing 
tobacco & snuff at a series of televised truck/tractor pulls. This ruling might 
affect televised sporting events by cigarette brands such as Winston Cud racing, 

Virginia Slims Tennis & even staduim signs for Marlboro. Since the U.S. Department of 
Justice has principal authority for enforcing the 1970 federal statute, that banned 
broadcast advertising of cigarettes, it is not known what authority the FTC possesses. 
( Ad Age November ll(s)) 


Exports 


World cigarette production in Calendar Year 1990 (Oct. 1989 - Sent. 1990) climbed 
by nearly 2% to 5.41 trillion pieces. (China 32% USA 14%) It is expected to rise by 
? r to 5.52 trillion in C.Y. 1991. World cigarette exports In C.Y. 1990 totalled 619 b 
up 22% over 1989 (USA 26.5%) and are expected to rise to 715 b in 1991, a 16% 
increase. Even since 1987, when the USA became the most important cigarette 
exporter, their exports kave increased 15-20% per annum. The most important world 
importers are USSR, France, Japan, Italy, Hong Kong over the past six years (1980- 
1991) USPA, World Tobacco Situation FT 8 August 1991. 

Since rising U.S. exports are more than offsetting a declining domestic market ax 
present, major emphasis is being placed by US domestic companies on sucn expansion. 
"Global" has therefore become the "in" marketing word at P M: 

-"PM capitalizing on the new world order" Tobacco Reporter Sept i99i 

- Going Global - brand marketing around the world PM Quarterly Second Quarter Report 
1991. 


Marlboro is the world's most profitable brand of non-duraole consumer goods, 
surpassing Coca Cola. P M International sales were up 30% in 1989 & 1990 
amd should be 20-30% in 1991. Tney have purchased VEZIFA in Dresden, Germany and 00% 
of Egri Dohanygyar In Hungary (WSJ November 6). Increased stake in Spain's Tabacalera 
is planned. Two cigarette plants in Yugoslavia will probably be purchased; joint 
ventures in USSR & Poland are projected? as with Sabanci Holding Group in Turkey 
(Tobacco Reporter November 1991). I have referred to RJR & Brooke Group in the USSR 
i n S 4' Ponnrf \'o 3, 1^91 per 5. TI.S* r»T exports So: ' Urinn w^tp 
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are notoriously bad, and their industry has been in decline* US brands are in such 
great demand that they can be used as currency for taxi rides and other services ( USA 
Today September 10 (S». 

Tobacco Associates, representing U.S. growers, have also signed an agreement with 
the Russian Soviet Federated Socialist Republic to assist in the development and 
production of an American blended type cigarette as they have previously done with 
TEKEL (a Turkish tobacco manufacturer), with the very successful cigarette Tekei 2000. 
The agreement calls for the renovation of a cigarette factory. The first step in this 
agreement was a Russian tobacco delegation studying the U.S. tobacco industry. This 
occurred in August and appeared to be well received. Tekei are purchasing increased 
U.S. flue-cured & buriey leaf in 1991, 

W Interesting articles on the development in Eastern Europe were published in 

Tobacco International November 1, 1991. 

Hungary - foreign firms enter cigarette market . 

Bulgaria - weil established industry faces growing pains. 

Poland - new privatization law - leaf industry in crisis. 

Soviet Union/Estonia - how will the tobacco industry modernize? 

Albania - imported cigarettes sell in tobacco-rich country. 

Japanese domestic cigarettes have an image problem because they are cioseiy 
associated with ’’old people at work”. US-made cigarettes are high style, smart and 
fashionable. American ads are very successful and are blamed for a recent sharp rise 
in the number of female smokers. Japan’s smokers are also getting younger. It is 
stated that their Health & Welfare Ministry is not very active in curbing cigarette 
consumption. P M, B & W, and RJR hold 10%, 3.3% & 1.9% respectively of the market of 
combined foreign share of 13.9% in the year March 31, 1991. ( WSJ September 23 (s)) The 
future looks bright. Comoetition is said to be a blessing in disauise to JTI. (TJI 
5/91). ‘ - 


Sales of foreign cigarettes finally started mid-September in Thailand; The 
ihaiiand Tobacco Monopoly plans to file a petition with the Commerce Ministry to 
investigate why some foreign* cigarettes brands are selling at a ’loss price” of US 
S1.10 per pack. Price will be a principal factor in gaining foreign market share. 

Asia & Eastern Europe are considered prime growing markets by the US tobacco 
manufacturers. Though there was considerable opposition by the monopolies in Asia to 
foreign competition, it has allowed consumers to have better choices and made the 
monopolies become more efficient & competitive themselves • There is no doubt that PM 
has, & will, spearhead exports ail over the world. They are looking at Indonesia, 
wnere markets are beginning to switch from Kretek cigarettes to "white” cigarettes, 
and also Central & South America, notably Mexico. ( Tobacco Reporter September 1991) 

C igars 


An excellent article on Consolidated Cigar Corporation, which is now privately 
owned, ( Tobacco Reporter November 1991) pinpoints the changes needed for the future. 
They have 35% of the US market & increased market share by 2% in 1990, when total 
market sales were down 5%. Emphasis has been placed on product quality and 
consistency. Consumers have moved from middle sized cigars, towards either the large 
or the small. Sales of bundles of cigars are overcoming sales of boxes. These can be 

I'nrinr nr : "^p OF (jrnn« ir f t-n''* r-oi; 
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& also small cigars can be smoked quicker than larger cigars. Nevertheless, 
Consolidated continues to hand make their large cigars in the Dominican Republic & 
these are considered equal or better in quality than any Cuban cigar, with a 
significant price advantage. A distribution agreement with Dunhill in the UK has 
generated tremendous success in this area. Unfortunately cigars exported to the EC 
carry a 43% surcharge rising to 52% at the end of 1991, compared with duties of 3- 
10.5% into the US. 

Cigar saies are increasing in the EC countries of France, Germany & Spain. 
( Tobacco International , November 1, 1991) As in the USA, it would appear, that, while 
there will be a market for fine cigars, the volumne is toward the cigarilio & small 
cigar, dictated by economics & changes in lifestyles. Emphasis is also placed by 
consumers on lighter tastes and aromas. Cigar smoking seems to be still primarily a 
s, measure of US consumers aged 55-65, with an entry age perhaps of 35. Much the same 
trend is apparently seen in the EC, with some increased interest in small cigars & 
cigarillos by younger consumers. 


Miscellaneous 


An interesting article in Tobacco Reporter September 1991 quotes John R. Nelson, 
VP Corporate Affairs P M, in "conceding that the anti-smoking movement is strong with 
well-organized professional people doing their utmost to squelch the tobacco 
industry". It is readily supported by the press. However he considers that the whole 
issue will become less prominent as society becomes more accomodating. Tolerance for 
individuality and individual choices will overcome those who are intolerant. 

"Attitudes run in cycles and the anti-smoking attitude is a cycle, which will 
eventually run its course." I hope so. But the USA is becoming one of the most 
intolerant societies for almost every conceivable thing imaginable. They do not know 
how lucky they are. 

On the other hand, an article in K.Y. Times , September 6 (5) found the opposite 
' be true In London. Americans have scant protection from smokers in Europe and 
objecting may mean trouble!!! Waugh has written that Britain would do well to 
discourage American visitors for fear of contamination!! Tney better hold their 
breaths and their tongues. Long may it last in Europe! 

As I have indicated many times, the industry gives major political donations in 
the hopes of using state laws to block grass root campaigns that would ban or curb 
cigarette use in restaurants and public places. This is particuaily the case in 
California, where about 25% of adults are smokers. Of 13 anti-smoking bills 
introduced in the last legislative session all were either defeated or delayed ( L.A. 

Times September 25). 

RJx & P M are publishing "Choice" and "Smokers* Advocate" respectively. Both are 
smokers* rights publications and are being sent to PAS as received. 

2. TOBACCO PROGRAMME 


Ail flue cured markets closed on November 7th. Producer sales totaled 682 
million lbs, a little under the effective quota of 893 m. The October U.S.DA crop 
estimate was 864, which would presumably omit carry over from 1990 of 25 m, giving a 
total of 889. The average gross price was $172.46 (support price $153.8 per 100 i’os) 
Despite the poorer quality of Georgia/Fiordia (Type 14) and some areas of Eastern 
North Carolina (Type 12) because of high rains, tobacco graded ripe (premature to 
mellow in USDA parlance) increased markedly to 64.5% (54.9, 1990), with unripe or 
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immature down to 30.1%. This indicates that either the need for achieving ripeness is 
being realized by the growers or that the U.S.D.A. grading is somewhat more generous - 
perhaos a bit of both. The Oid Belt was at a level of 70.8%. A lot of tobacco was 
graded K & KR (variegated & variegated red) but this is still determined to be ripe. 

Receipts by the Flue-Cured Stabilization Corporation were 49.9 million pounds, 
which together with unsold 1986-1990 inventory, totals about 130.0 m at November 30. 

US Tobacco Manufactures plan to buy 497.2 m of the flue cured leaf in i992, an 
increase of about 3% over 1991. The export figure is projected at 393.7 m, about 3% 
increase too. There is very little carry over leaf from 1991 (7 million pounds) and 
the stabilization stocks are in balance. The Secretary of Agriculture has announced 
/*he quota for 1992 of 899 million pounds ( N&O , December 17). 

Leaf purchase by plant position 

All leaf exporters have stressed, for very many years, the need to buy ripe 
tobacco separated by 3-4 plant positions in flue, and at least 3 in bur Ley. in 1989 
& 1990 burley growers were stripping their tobacco into one mixed piant position 
because the buyers are paying the same price for all ieaf grades on the warehouse . 
There is therefore no incentive whatsoever by the growers to separate his leaf into 
more grades & expect higher prices for his efforts ( S.E. Farm Press November 20). In 
my discussions with the Chief Blenders of RJR & PM r they consider mixed plant position 
to have a poorer smoke flavor amongst other difficulties in blending. 

Is this going to happen to flue-cured? 

NCSU agricultural engineer Suggs has been developing a so-caiied ''last over” 
mechanical harvester. I have been arguing against it for some time. This has resulted 
in two commercial machines being developed for the farmer. I went to see them both at 
the Greenville N.C. Tobacco Show on November 20th: 

Taylor Manufacturing A sturdy 516,700 machine stated in their pamphlet to be "Ideal to 
remove the last 16-20 leaves at one time." 120 machines were sold in 1991 & 200 are 
projected for 1992. Each could harvest 120 acres in a season. 

Powell Manufacturing a less robust machine, at 512,000, able to remove the top 8^12 
leaves at one time or more. 50 were sold in 1991 and 200 are projected for 1992. 

Both these machines are single row, drawn by a 3 point hitch on 45 + h.p. 
tractors. It must be noted that the older self propelled mechanical harvesters can be 
set to harvest as many ripe leaves as wanted, so that piant positions can be kept 
separate. I can foresee that, in a few years, if these new machines prove to be 
feasible (and there is no reason why not) that US flue-cured tobacco will be 
extremely mixed & possibly much less mature. This could devastate the export market. 

I posed the question of these machines to a member of P M agricultural grouo (himself 
an agricultural engineer graduate of NCSU) & he seemed not concerned and stated that 
if NCSU had not done it, other groups would have done so. PM supported the research. 

A very knowledgeable member of stabilization speculates perhaps that PM & RJR are not 
concerned & maybe they would like to see in the iong term only a domestic market for 
ieaf, rather than the two price export/domestic now in operation; Revolutionary Ml 
Should the manufacturers in Europe look more seriously at other countries in the long 
term? This development needs to be watched very carefully and what it means to 
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Pesticides 


(a) Maleic hydraziae 


i 


Samples were again taken on the market by the Flue-Cured Tobacco Stabilization 
Corporation. Average residue figures are as follows: 

P.P.M. 


L-' 


Georgia/Florida Type 14 200 

South Carolina Border Type 13 183 

North Carolina Border Type 13 210 

Eastern North Carolina Type 12 138 

Virginia Type 11 a 76 

Type 11 b 103 

North Carolina Tyne 11 o 74 

Average 140 


1990, 148 ppm 


The X.C. Border Type 13 showed a particulary iarge increase over 1990. The range 
of residues was 0-991 ppm!!! It is noted that 64% of samples are less than 150 ppm, 
so there are a large number of farmers, who are not applying NK correctly. 


I am given to understand that PM International purchased no Georgia/Fiorida (Type 
14) tobacco this year, because of its high MH residues. This is an extremely 
interesting development and indicates perhaps a change of attitude to reduce such 
residues in leaf purchase. It could force growers to take alternative sucker control 
actions if this becomes more commonplace. 

As I have indicated in my comments on the 45th TCRC to PAS of November 1, the 
Coresta Pesticides Group met to discuss the problems associated with E5DC residues In 
Europe. They worry about a trade war erupting over EBDC (Europe) versus MH (U.S.A.) 
residues in the long term. Could this non-purchase of Georgia tobacco be a signal in 
some smail way? 

(b) Other Pesticides In testing for residues of 16 pesticides not approved for use 
on tobacco, only one case of permethrin was found high. In checking the farmer's 
field and analysing a further sample, it was considered to be due to drift from aerial 
spraying of nearby cotton. 

(c) Methoprene/Phostoxin I sent forward some notes on a TAUS Insect Control Committee 
meeting held on October 2, 1991. Some very disturbing news has developed since that 
meeting. 

Methoprene , cigarette beetle resistance seems to have developed up to 2 ppm or perhaps 
even to the 10 ppm level of application allowed. RJR are trying out another IGR and 
if successful we could anticipate perhaps alternating it with methoprene every other 
year. Further research on resistance or tolerance is continuing. 

Phostoxin, USDA Savannah are beginning to show resistance of cigarette beetles at ppm 
levels up to 100. Is the high level of beetle count found in factories in 1991 due to 
this? 


This is obviously an emergency situation, not easy to solve, since there are no 
other materials available. We will need to follow this situation very carefully and 
report back. 
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export of Tobacco Seed 


I reported on the bill to allow export of tobacco seed from the USA In S & H 
Report No 3, 1991, p. 0. Rep. Hatcher (D.GA) achieved this and the bill will be 
signed by the President. 

A gronomy Research 

The lack of State Government funds continues to affect the future research 
programmes like N.C.S.U. and cuts continue to be augmented. Fortunately the N.C. 
Tobacco Foundation funds, contributed from private sources, continues a slight rise, 
$1,115,000 in F.Y. 1991. 

The tobacco grower referendum to aiiow a 10 cents per 100 lbs tax assessment for 
tobacco research on all tobacco marketed in North Carolina passed on November 26th 
with a 72% vote. This should provide a further $300,000 - $400,000 per annum. 
Expenditures will be dictated by a Tobacco Research Commission. 

Miscellaneous 


In S & H Report No 3, 1991 p. 9/10, I reported that a proposal by Sen. Heims (R. 

NO had prohibited funds to implement Rep. Rose's (D.NO plan to require Leaf dealers 
to state the content of their exports by country of origin. A House-Senate panel 
denied this proposal ( jVDT October 4 (S)), so it will go ahead. 

I have referred on previous reports to the use of tobacco being grown for 
products other than for tobacco products. RC Long (NCSU) reviewed the potential for 
tobacco as a source of feed stock chemicals at the 45th T.C.R.C. Siosource Genetics 
Corporation also reviewed their cooperative work with the NCSU involving the 
application of "Geneware" (Plant Gene Expression System) on growing plants in order to 
produce medicinal proteins. It looks very promising. In an article outlining work at 
r Oxford Tobacco Research Station (VOT October 12 (S)), it may be possible to 
produce pharmaceuticals, such as human growth hormones and insulin; enzymes used to 
remove contaminants from ground water; extracts to treat AIDS; ana proteins for food 
processing. As stated “such compound extraction could be an economic force within 
five to ten years? 

3. LEGISLATION 

A. Federa l 

The U.S. Government appears to the public to be in complete confusion The 
continual fight between republicans and democrats; the indecision and cnange of 
decision by both the Congress and the President; the need to be correct in statements, 
as they relate to the next election, even though it is nearly twelve months away; the 
difficulties of a republican administration and a democratic controlled Senate and 
House; the serious economic downturn and depression; ail make it difficult to predict 
the outcome of legislation. 

(a) Taxes 

The cost of health care and how to improve the current situation has oecom 
a very leading topic in politics. It is difficult, however, to foresee major changes 
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introduction of increased federal excise taxes on tobacco, the TI do not feel at this 
stage that any will pass in the 102nd Congress. 

(b) Advertising 

The S. 1088 bill by Senator Kennedy faced a sequential referral to the 
Senate Commerce, Science and Transportation Committee. Hearings were heard on 
November 14th. A range of people, Senators Sanford (D.NC) and Kasten (R. WI), Cnarles 
Whitley (TI ) were very much against It. Alan Slobodin (Washington Legal Foundation) 
clearly indicated that the advertising part was not supported by Canadian evidence in 
their advertising case. He also raised several First Amendment concerns. David Bell 
of the Freedom to Advertise Coalition called it ’’addictive censorship", which would 
risk First Amendment protection of commercial free speech. ( TMA Legislative Bulletin 
' w vember 15 (S)) 

The bill will be reported out of this committee by the end of December. It 
will be difficult to know the outcome in 1992. A companion bill by Rep. Waxman (D.CA) 
in the House has yet to be presented. Tnis is still very important legislation being* 
watched by TI. 

The advertising bills by Bradley S 557 and Weiss HR 440 will go nownere. 

( G ) Indoor Air Quality The Senate passed S 455 The Indoor Air Act of 1991 on 
November 6t"n7 TnelegisTation would provide $48.5 m for research into indoor air 
pollution. 


The companion Rep. Kennedy HR 1066 bill in the House has been sent to three 
House Committees for evaluation; Science, Space and Technology; Commerce; and 
Education and Labour. 

Both these bills refer primarily to the EPA and are not favoured by the 
' ’ministration. 

Two other companion bills Sen. Kennedy S 1622 and Rep. Ford HR 3160 
"Comprehensive Occupational Safety and Health Reform Act" would require the U.S. 
Department of Labour to issue final safety and health standards on Indoor Air Quality 
no later than December 31, 1993. These basically relate to OSKA. To some degree, 
they conflict with the Indoor Air Quality Acts of 1991 referred to above. 

It must be remembered that OSKA requested information on Occupational 
Exposure to Indoor Air Pollutants on September 20, 1991 in the Federal Register to be 
submitted on or before January 21, 1992. Obviously any decisions on standards must 
take into consideration the information provided. Presumably ail these bills will 
take time to be reviewed. 

(d) Product Liability 

As stated in S & H Report No 3, 1991, p. 12, Vice-President ^Quayie has made 
a tremendous impact, through his chairmanship of the Council on Corope tjiveness on the 
urgent need for Civil Justice reform. He outlined his proposals at a meeting with the 
Litigation Section of the American Bar Association on October 25 ( White House B u lletin 
October 25 (S)> The number of federal lawsuits filed in 1990 was tripie the number 
filed 30 years ago and direct and indirect costs are $400 b ( Washington Times October 
23) There wes in exrei^n^ nq "wo->qnnflrip Ti.p'**! 
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While there is a need for consumer protection in the marketplace, the lack 
of uniform law has posed a disincentive to bring products to market in the US, coupled 
often with large awards for supposedly unsafe and defective products. Product 
liability risks are often uncertain and unpredictable and create tremendous 
difficulties in assessment. It is essential therefore to have a uniform federal law, 
w'nick wouid pre-empt state product liability laws. This would help underwriting 
insurance to protect the manufacturer. (Journal of Commerce, November 4) 

The current Kasten S 640 Product Liability Fairness Act passed the Senate 
Commerce, Science and Technology Committee on October 3 and now goes to the Senate 
Judiciary Committee, where its future is uncertain ( WSJ October 4 (S)). There is a 
companion bill in the House, Rep. Rowland (D. GA) HR 3030 awaiting committee action. 

A iten has worked for a decade on this measure. The current insolvency climate with 
insurance, together with a tremendous opposition by the legal profession (half the 435 
members of the House of Representatives are lawyers) makes it look unlikely for much 
progress to be made in this 102nd Congress. If civil justice reform becomes a major 
theme of the 1992 campaign, perhaps the 103rd Congress will act in 1993. 

(e) Cigarette Labellin g Two acts HR 2779 and 2781 by Rep. Atkins (3.MA) 
dealing with cigarettes exported together with additional labelling on domestic 
cigarettes by Bradley S 556 are not anticipated to pass. 


B. State 


(a) Taxes Of 36 states filing legislation only nine states and Washington D.C. 
have increased cigarette excise taxes in 1991. Interestingly, earmarking taxes for 
specific purposes has fared badly, being defeated in 28 states with five state bills 
pending. An initiative to earmark health programmes with a 25 cents increase will be 
voted on in Massacheusetts in 1992. 

(b) Smoking Restrictions and Ban s Of the 44 bills introduced only four states 
nave passed legislation, with six pending. The US Department of Health and Human 
Services, together with Americans for Non-smokers Rights have produced a very detailed 
review on ’’Major local smoking ordinances in the US” (S). 

B Samuels and S.A. Giantz in "The Politics of Local Tobacco Control” JAMA 
October 16 (S) have indicated that the industry has dominated tobacco control activity 
at the federal and state levels but the development of the non-smokers rights movement 
has been very successful at the local level. As a result, the industry has developed 
a grass roots smokers rights and activists movement to counter the spread of local 
tobacco control initiatives. ( L.A. Times October 16 (s)) This is an important 
development. 


A smoking in the workplace 1991 survey indicates that 85% of companies have 
adopted smoking policies. High health care costs and employee complaints were two 
of the biggest reasons cited for adopting such policies. 34% of companies are banning 
smoking altogether , but many provide appropriate smoking places. The survey showed 
that the most effective way to help people quit smoking was to reimburse employees for 
the cost of any quitting program (Washington Post September 15 (S)). 

The future of smoking in the workplace wouid seem to lie very much in the 

hands of 0SHA. after thev r°vi°w the d*t* to tin or* fn Jarmarv 
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(c) Discriminatory Employmen t 

As stated above, there is a tremendous grounasweli of action demanding 
smokers' rights, aided strongiy by both the TI and individual companies, like RJR ana 
PM. As a result 22 states have passed anti-discriminatory laws, prohibiting 
discrimination of employment against smokers for on-off work smoking. 16 states have 
failed to pass such laws and bills are pending in three. The TI is particularly 
strong and active in this area. 

Business Week August 26 severely criticized the growing number of 
employers, who insist on monitoring the private behavior of their workers ’’Lifestyle 
discrimination could put companies on a course more perilous than could tolerating a 
workforce full of smokers and drinkers”. 

U- 

Forbes September 30, states that "companies have no business prying into 
employees' personal habits unless they are truly related to job performance." 

(d) Advertising Bans and Restrictions 

Three states have passed very limited restrictions, 14 nave defeated bills 
and 5 are pending. Little action will be taken until, and if , federal legislation is 
passed. 


(e) Packaging Taxes and Restrictions 

As I have indicated in previous reports, this subject is gaining strong 
momentum. It is being reviewed constantly in Advertising Age . In the October 28 
issue, "green marketing" will grow five fold in the next four years. It is the 

rketing tool of the 1990s. The consumer cites environmental concerns and pretends 
vo buy products of companies who are "friendly" to the environment. The indications 
are that they do not always pay for such products. ( Ad Age September 11). The FTC is 
expected to endorse the concept of FTC develoDed environmental marketing guidelines. 
( Ad Age September 30) “ 


There are no general iaws in the US that set recycling standards for 
packaging, which is an estimated 30% of trash. National markets are backing away, 
because it is too difficult to safisfy growing demands of individual states. EPA 
Administrator Reilly told a Senate subcommittee that the admininstration would ooose 
a senate bill intended to increase recycling, since it would involve the federal 
government in creating markets for recyclable materials. Massachusetts is cur civ 
proposing a broad recycling and packaging law. ( WSJ September 18) There is strong 
need to follow what happens and how it affects the tobacco industry. As st . in S&H 
Report No 3 1991 p. 15 both RJR and PM have already started working on re . iing. 

Tnere were three very useful articles on this subject, which are worth 

reading: 

(I) The Environment - E.C. packaging industry: seeking realistic 

policies. Tobacco Reporter November 1991. 

(II) The Environment - packaging: "green" packaging Tobacco Reporter 

October 1991. 

fTTiV 1(T. W - - ■ T IfTT '* ' f ‘ - \r-' ' • - ~ ■ ' ' *' 
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(f) Fire-Safe Cigarettes 


Bills are pending in Michigan, New York and Pennsylvania, with perhaps more 
action in Michigan. 

(g) Indoor Air Quality 

Legislation has been introduced in 10 states to address broad Indoor air 
quality issues. Connecticut passed ventilation standards for places of business. 6 
states failed to pass anything, 3 are pending. 

(h) Public Anti-Tobacco Compaigns 

^ Accoijing to the Federal Centers for Disease Control, ail 50 states had 

anti-tobacco agencies or working groups in 1989. 34 had specific plans in piace for 
preventing or controlling tobacco use. The average budget devoted to such activities 
was $71,000 as opposed to California of $151 million. 15 states indicated bills to 
provide funding, 13 were rejected and 2 are pending. This action seems not to be very 
successful. 

(i) Vending Machines 

The National Automatic Merchandising Association showed that in 1990, 
vending made up 1.5% of the total cigarette market. Since prices have gone uo so much 
many machines have to have a $1 bill validator. The battle against vending machines 
is particularly bad in Minnesota, a very anti-tobacco state. ( American Automatic 
Merchandiser October 1991) Nevertheless vending machines continue to be restricted in 
various cities and many states, even for the first time in North Carolina in Raleigh. 

4. Litigation 

(a) Cioolione vs Liggett, PM, Lor iliard 

Although briefs had been taken on October 8th, the Supreme Court (8) then 
discussed the case, presumably briefly, and were apparently deadlocked. As a result, 
they ordered new oral arguments for January 13, 1991. The decision of Thomas, the new 
justice, couid therefore be crucial. I have noted that he is a cigar smoker. There 
are no specific arguments requested for re-review ( WSJ October 22nd (s)). 

It is understood that Edej^lv, plaintiffs lawyer, is not accustomed to pleading 

before the Supreme Court and did]fao too well. Harvard Professor Tribe, an expert on 

constitutional law, has been retained for this second event. Farr, the industry 
lawyer, is equally a specialist on presenting cases to the Supreme Cout. 

The press coverage of this case has been Immense. Tne decision of waving pre¬ 

emption not only affects tobacco but many other products too, so it is a crucial case 
for general business. (Coca-Cola, General Electric, Toyota) If lost, it would expose 
business to the whims of judges and jurors in the 50 states. (Business Week October 
7(s)) 


As was pointed out in a very good review of the case in Boston Globe October 
6(5)r that even if the Supreme Court ruled in favour of the industry, the Cipolione 
case couid go back to trial on a risk/utiiity defense, as upheld by the New Jersey 

^ fVi i f ^ ~ „ i r . r*’ ... rr, ^ i r. r i . 
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